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OATH OR AFFIRMATION

John Mavredakis swear or affirm that to the best of my knowledge and belief the accompanying

financial statements and supplemental schedules pertaining to Houlihan Lokey Howard Zukin Capital

Inc as of and for the year ended March 31 2009 are true and correct further swear or affirm that

neither the Company nor any stockholder proprietor principal officer or director has any proprietary

interest in any account classified solely as that of customer

Signature
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This report contains check all applicable boxes

Independent Auditors Report

Facing page

Statement of Financial Condition

Statement of Income

Statement of Cash Flows

Statement of Changes in Stockholders Equity

Statement of Changes in Liabilities Subordinated to Claims of General Creditors not applicable

Notes to Financial Statements

Computation of Net Capital under Rule 15c3-1 of the Securities Exchange Commission

Computation for Determination of Reserve Requirements under Rule 5c3-3 of the Securities

Exchange Commission

Information Relating to Possession or Control Requirements under Rule 5c3-3 of the Securities

Exchange Commission

Reconciliation including appropriate explanations of the Computation of Net Capital under

Rule l5c3-1 not required and the Computation for Determination of the Reserve Requirements

under Exhibit of Rule 15c3-3 not applicable

Reconciliation between the audited and unaudited Statements of Financial Condition with

respect to methods of consolidation not applicable

An Oath or Affirmation

copy of the SIPC Supplemental Report not required

report describing any material inadequacies found to exist or found to have existed since the

date of the previous audit Supplemental Report on Internal Control

For conditions of confidential treatment of certain portions of this filing see Section 240.1 7a

5e



KPMG LLP

Suite 3100 SEC MaU PrOCeSSi1O
717 North Harwood Street Setr
Dallas TX 75201-6585

JShçor Cic

Independent Auditors Report

The Stockholder

Houlihan Lokey Howard Zukin Capital Inc

We have audited the accompanying statement of financial condition of Houlihan Lokey Howard Zukin

Capital Inc the Company as of March 31 2009 This financial statement is the responsibility of the

Companys management Our responsibility is to express an opinion on this financial statement based on

our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the statement of financial condition is free of material misstatement An audit includes

consideration of internal control over financial reporting as basis for designing audit procedures that are

appropriate in the circumstances but not for the purpose of expressing an opinion on the effectiveness of

the Companys internal control over financial reporting Accordingly we express no such opinion An

audit of statement of financial condition also includes examining on test basis evidence supporting the

amounts and disclosures in the statement of financial condition assessing the accounting principles used

and significant estimates made by management as well as evaluating the overall statement of financial

condition presentation We believe that our audit of the statement of financial condition provides

reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material

respects the financial position of Houlihan Lokey Howard Zukin Capital Inc as of March 31 2009 in

conformity with U.S generally accepted accounting principles

IPM LCP

May 27 2009

KPMG LLP U.S limited liability partnership is the U.S

member firm of KPMG Intemational Swiss cooperative



HOULIHAN LOKEY HOWARD ZUKIN CAPITAL INC

Statement of Financial Condition

March 31 2009

Assets

Cash and cash equivalents 10324040

Investment securities 523000
Accounts receivable net of allowance for doubtful accounts of $1067134 note 14568637
Unbilled work in

process 9697436
Receivable from affiliates note 106981369

Property and equipment at cost net of accumulated depreciation of $80865 102890

Deferred income taxes note 3079835

Other assets 304940

Total 145582147

Liabilities and Stockholders Equity

Liabilities

Accounts payable and accrued expenses 3770843
Deferred income 3210339

Total liabilities 6981182

Commitments and contingencies note

Stockholders equity

Common stock $0.01 par value Authorized 1000 shares

issued and outstanding 1000 shares 10

Additional paid-in capital 49171518
Retained earnings 89429437

Total stockholders equity 138600965

Total 145582147

See accompanying notes to statement of financial condition



HOULIIIAN LOKEY HOWARD ZUKIN CAPITAL INC

Notes to Statement of Financial Condition

March 31 2009

Organization and Description of Business

Nature of Operations

Houlihan Lokey Howard Zukin Capital Inc the Company is California corporation registered as

broker-dealer under Section 15b of the Securities Exchange Act The Company is wholly owned

subsidiary of Houlihan Lokey Howard Zukin Inc California corporation the Parent The Parent

has another wholly owned subsidiary Houlihan Lokey Howard Zukin Financial Advisors Inc which is

corporation registered as an investment advisor under the Investment Advisers Act of 1940 The Parent is

wholly owned subsidiary of FRAM Holdings Inc Delaware corporation which is in turn

majority-owned subsidiary of ORIX USA Corporation OUC Delaware corporation

The Company offers financial services and financial advice to broad clientele located throughout the

United States of America Europe and Canada The Company has offices in Los Angeles San Francisco

Chicago New York City Minneapolis McLean Virginia Dallas and Atlanta Together the Company
its Parent and its subsidiaries form an organization that provides financial services to meet wide variety

of client needs Specifically the Company directs its services to the following areas

Mergers acquisitions and divestitures

Leveraged transactions and private placements of debt and equity

Financial strategic planning and corporate partnering

Tax-exempt financing

The Company exclusively concentrates its efforts toward the earning of professional fees It does not

handle customer investment accounts

Significant Accounting Policies

Basis of Presentation

The accompanying financial statement has been prepared in accordance with U.S generally accepted

accounting principles U.S GAAP and in the format prescribed by Rule 7a-5 under the Securities

Exchange Act of 1934 for brokers and dealers in securities

Use of Estimates

The preparation of the financial statement in conformity with U.S GAAP requires management to

make estimates and assumptions that affect the reported amounts of assets and liabilities and

disclosure of contingent assets and liabilities at the reporting date Actual results could differ from

those estimates

Cash and Cash Equivalents

The Company considers all highly liquid investments with maturity of three months or less when

purchased to be cash equivalents

Continued



HOULIHAN LOKEY HOWARD ZUKIN CAPITAL INC

Notes to Statement of Financial Condition

March 31 2009

At March 31 2009 there were cash balances in excess of FDIC-insured limited Management

monitors activity in these accounts to prevent risk of loss To date the Company has not

experienced any losses in its cash accounts and believes it is not exposed to any significant credit

risk on cash and cash equivalents

Accounts Receivable

The allowance for doubtful accounts on receivables reflects managements best estimate of probable

inherent losses determined principally on the basis of historical experience and review of outstanding

receivables

Revenue Recognition Unbiled Work in Process and Deferred Income

The Company performs professional services under various fee arrangements including contingent

fee arrangements Contingent fees are recognized when the contingent terms of the contract are

substantially realized Estimated revenues under other fee arrangements are recorded in the statement

of financial condition as unbilled work in process Deferred income results when bills are rendered in

advance of dates when revenues are recognizable

.0 Property and Equipment

Expenditures for property and equipment and for renewals and betterments that extend the originally

estimated economic lives of assets are capitalized Expenditures for maintenance repairs and other

renewals of items are expensed When items are disposed of the cost and accumulated depreciation

are eliminated from the accounts and any gain or loss is recognized currently

Depreciation is computed using the straight-line method over the estimated useful lives of the assets

which range from three to seven years

Income Taxes

OUC and its subsidiaries including the Company file consolidated federal income tax returns and

separate returns in state and local jurisdictions The Company reports income tax expense as if it

filed separate returns in all jurisdictions Income taxes receivable from OUC or payable to OUC on

the Companys behalf are offset against receivable from affiliates on the statement of financial

condition

Deferred tax assets and liabilities are recognized for future tax consequences attributable to

differences between the financial reporting basis and the tax basis of the Companys assets and

liabilities The measurement of the deferred items is based on enacted tax laws and applicable tax

rates valuation allowance related to deferred tax asset is recorded if it is more likely than not

that some portion or all of the deferred tax asset will not be realized

Continued



HOULIIAN LOKEY HOWARD ZUKIN CAPITAL INC

Notes to Statement of Financial Condition

March 31 2009

Investment Securities

The Company occasionally earns professional fees that are paid in form other than cash such as

client securities which may include options warrants stock or similar securities The cost basis of

such securities is the amount of the fees for which such securities are taken as payment which is

equivalent to estimated fair value at the acquisition date Investments are generally transferred to an

affiliated company or Company employees and recorded as changes in receivable from affiliates or

as compensation expense respectively The transfers are recorded at cost and the Company

recognizes no gains or losses on these transactions The investment securities held at March 31 2009

are not considered marketable securities

Fair Value of Financial Instruments

The carrying amount of receivables payables and accrued liabilities approximate fair value due to

the short-term maturities of these assets and liabilities Investments are recorded at the lower of cost

or fair value

Recent Account Pronouncements

In September 2006 the Financial Accounting Standards Board FASB issued Statement of Financial

Accounting Standards SFAS No 157 Fair Value Measurements which defines fair value

establishes framework for the measurement of fair value and enhances disclosures about fair value

measurements SFAS No 157 does not require any new fair value measurements SFAS No 157 is

effective for fair value measurements already required or permitted by other standards as of April

2008 for the Company SFAS No 157 is required to be applied prospectively except for certain

financial instruments Any transition adjustment will be recognized as an adjustment to opening

retained earnings in the year of adoption In November 2007 the FASB proposed one-year deferral

of SFAS No 157s fair value measurement requirements for nonfinancial assets and liabilities that

are not required or permitted to be measured at fair value on recurring basis The proposal was

approved deferring the effective date of SFAS No 157 for nonfinancial assets and liabilities until

fiscal years beginning after November 15 2008 The Company is currently evaluating the impact of

adopting SFAS No 157 for nonfinancial assets and liabilities and does not expect the adoption to

have significant impact on its financial condition The Company implemented the guidance of

SFAS No 157 that was applicable during the current year noting no significant impact on its

financial condition

Related-Party Transactions

The Parent performs certain management accounting legal regulatory and other administrative services

for the benefit of the Company The Parent charges the Company management fee for these services The

Parent and its affiliates pay for all expenses of the Company and are reimbursed for such payments by the

Company The Company is also allocated portion of the Parent and affiliates operating expenses such as

employee compensation depreciation rent and other costs The receivable from affiliate generally arises

from cumulative cash transferred by the Company to the Parent in excess of retained earnings

Intercompany charges and reimbursements are generally settled through the receivable from affiliates

account The receivable from affiliates is due on demand and bears interest at the prevailing prime interest

rate such rate was 3.25% at March 31 2009

Continued



HOULIHAN LOKEY HOWARD ZUKIN CAPITAL INC

Notes to Statement of Financial Condition

March 31 2009

Allowance for Uncollectible Accounts Receivable

Balance beginning of year 2345161

Recovery of bad debts 919435
Charge-offs 358592

Balance end of year 1067134

Commitments and Contingencies

The Company has been named in legal actions arising in the ordinary course of business In the opinion of

management the amount of losses if any from these actions is not likely to have material effect on the

financial position of the Company

Income Taxes

The major components of net deferred income taxes are as follows at March 31 2009

Deferred tax assets

Deferred compensation 4364628

Accrued expenses 420035

Bad debt expense 406845

Total deferred tax assets 5191508

Deferred tax liabilities

Work in process 2111540
Other 133

Total deferred tax liabilities 2111673

Net deferred tax asset 3079835

The Company has not established valuation allowance against the deferred tax assets as it has been

detennined that it is more likely than not that the assets will be realized

Effective April 2007 the Company adopted FASB Interpretation No 48 FIN 48 which prescribes

comprehensive model for how company should recognize measure present and disclose in its financial

statements uncertain tax positions that the company has taken or expects to take on tax return Under

FIN 48 the impact of an uncertain tax position that is more likely than not of being sustained upon audit by

the relevant taxing authority must be recognized at the largest amount that is more likely than not to be

sustained No portion of an uncertain tax position will be recognized if the position has less than 50%

likelihood of being sustained Also under FIN 48 interest expense is recognized on the full amount of

deferred benefits for uncertain tax positions Under this standard no liabilities were recorded upon

adoption and accordingly there was no increase or decrease to the opening balance of retained earnings or

other transition adjustment

Continued



HOULIHAN LOKEY HOWARD ZUKIN CAPITAL INC

Notes to Statement of Financial Condition

March 31 2009

The Company files as member of the OUC consolidated federal income tax group The IRS examines the

federal income tax returns of the consolidated group on an annual basis As of March 31 2009 all of the

federal income tax returns the Company has filed since 2006 are still subject to adjustment upon audit The

Company also files combined and separate income tax returns in many states and these combined returns

remain open for adjustments to the Companys federal income tax returns The Company does not have

any liabilities under FIN 48 associated with these years and there is therefore no change in the Companys

unrecognized tax benefits associated with federal audits in the next 12 months

As of March 31 2009 the Company has no recorded liabilities for interest and penalties related to

uncertain tax positions

Reserve Requirements for Brokers or Dealers

The Company is exempt from the provisions of Rule l5c3-3 under the Securities Exchange Act of 1934 as

an introducing broker or dealer that carries no customers accounts promptly transmits all customer funds

and delivers all customer securities received to the clearing broker or dealer and does not otherwise hold

funds or securities of customers or dealers Because of such exemption the Company is not required to

prepare determination of reserve requirements for brokers or dealers

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule

Rule 15c3-l which requires the maintenance of minimum net capital At March 31 2009 the Company

had net capital of $6550872 which was $6300872 in excess of its required net capital of $250000
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